»\;} Progress Energy

January 14, 2009

Mr. Charles Terreni
Chief Clerk/Administrator
South Carolina Public Service Commission

101 Executive Drive
Columbia, SC 29210

RE: Docket No. 2008-251-E

Dear Mr. Terreni:

Progress Energy Carolinas, Inc. has determined that it may not be apparent how its filing
of January 8, 2009 is to be reconciled with its June 27, 2008 filing in this docket. To eliminate
any confusion, PEC has combined the two documents into a single DSM/EE Cost Recovery
Procedure and Mechanism that is attached hereto. All previous Exhibits filed in this docket
(with the original application and Williams’ testimony) are to be replaced with the attached
Exhibit 1.

Yours very truly,

/?////”/““j

General Counsel
Progress Energy Carolinas, Inc.
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Progress Energy Service Company, LLC
P, Box 1551
Raleigh, NG 27602



BEFORE
THE PUBLIC SERVICE COMMISSION OF
SOUTH CAROLINA

DOCKET NO. 2008-251-E

IN RE:

Application of Carolina Power and Light
Company d/b/a Progress Energy Carolinas,
Incorporated for the Establishment of
Procedures for DSM/EE Programs

CERTIFICATE OF SERVICE

I, Len S. Anthony, hereby certify that Progress Energy Carolinas, Inc.’s Procedure and
Mechanism for Recovery of Costs and Incentives for Demand-Side Management and Energy
Efficiency Programs (Exhibit 1) has been served on all parties of record either by hand delivery,
e-mail, or by depositing said copy in the United States mail, postage prepaid, addressed as
follows:

Holly Rachel Smith Robert R. Smith, II

Russell W. Ray, PLLC Moore & Van Allen, PLLC
6212-A Old Franconia Road 100 North Tyron St., Suite 4700
Alexandria, VA 22310 Charlotte, NC 28202
holly@raysmithlaw.com robsmith@mvalaw.com

Shealy Boland Reibold Thomas S. Mullikin

Office of Regulatory Staff Moore & Van Allen, PLLC

1401 Main Street, Suite 900 100 North Tryon Street, Ste. 4700
Columbia, SC 29201 Charlotte, NC 28202
sreibol@regstaftf.sc.gov tommullikin@mvalaw.com

This 14™ day of January, 2009.

/f‘w:yfj Z /ﬁﬂ(-‘ /h

Len S. Anthony
General Counsel




EXHIBIT 1

PROCEDURE AND MECHANISM FOR RECOVERY OF COSTS AND INCENTIVES
FOR DEMAND-SIDE MANAGEMENT AND ENERGY EFFICIENCY PROGRAMS

The purpose of this Procedure and Mechanism is to allow Progress Energy
Carolinas, Inc. ("PEC"), to recover all reasonable and prudent costs incurred for adopting
and implementing new demand-side management (“DSM”) and new energy efficiency
(“EE”) measures.

Changes in the terms and conditions of this Mechanism shall be applied
prospectively only. Programs and measures shall continue to be subject to the terms and
conditions that were in effect when they were implemented with respect to the recovery of
reasonable and prudent costs and Net Lost Revenues. With respect to the recovery of
Program Performance Incentives, approved programs and measures shall continue to be
subject to the terms and conditions in effect in the vintage year that the measurement unit
was installed.

(@)  Definitions.

(1)  “DSM/EE rider” means a charge or rate established by the Commission annually
to allow Progress Energy Carolinas, Inc. (“PEC”) to recover all reasonable and
prudent costs incurred in adopting and implementing new demand-side
management and energy efficiency programs, as well as, utility incentives, and
net lost revenues.

@) “Large commercial customer” means any commercial customer that has an annual
energy usage of not less than 1,000,000 kilowatt-hours (kWh), measured in the
same manner PEC measures energy for billing purposes.

3) “Rate period” means the period during which the DSM/EE rider will be in effect.
This time period is July 1 through June 30.

4 “Net lost revenues” means the revenue losses, net of marginal costs avoided at
the time of the lost kilowatt-hour sale(s), or in the case of purchased power, in
the applicable billing period, incurred by PEC as the result of a demand-side
management or energy efficiency program. Net lost revenues shall also be net of
any increases in revenues resulting from any activity by PEC that causes a
customer to increase demand or energy consumption. Program Performance
Incentives shall not be considered in the calculation of Net Lost Revenues.

(5)  “Test period” means the period April 1 through March 31.

(6)  “Costs” include all capital costs, including cost of capital and depreciation
expenses, administrative costs, implementation costs, incentive payments to
program participants, and operating costs. Costs also include the designated
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amounts dedicated for expenditure on efforts to promote general awareness
of and education about EE and DSM activities, as well as research and
development activities and the costs for pilot programs. Costs do not include
expenditures allocable to the North Carolina retail jurisdiction.

Low Income Programs or Low Income Measures are DSM or EE programs
or DSM or EE measures provided specifically to low-income customers.

“Measure” means, with respect to EE, an "energy efficiency measure."

“Energy efficiency measure” means an equipment, physical, or program change
implemented after 1 January 2007 by PEC that results in less electrical energy
used to perform the same function. “Energy efficiency measure” does not include
DSM.

“DSM” is an activity, initiative, or program change, implemented after
January 1, 2007 and is undertaken by PEC or its customers to reduce electrical
demand or shift the timing of electricity use from peak to nonpeak demand
periods. DSM includes, but is not limited to, load management, electric
system equipment and operating controls, direct load control and
interruptible load.

Measurement unit means the basic unit that is used to measure and track the
(a) incurred costs, (b) Net Lost Revenues, and (c) net savings for DSM or EE
measures installed in each vintage year. A measurement unit may consist of
an individual measure or bundles of measures. PEC shall designate the Measurement
units for each program.

Measurement unit's life means the number of years that equipment associated with a
measurement unit will operate if properly maintained or activities associated with the
measurement unit will continue to be cost-effective, unless the Commission
determines otherwise.

“Program” means a collection of new DSM or EE measures with similar objectives
that has been consolidated for purposes of delivery, administration, and cost recovery,
and that has been or will be adopted on or after January 1, 2007, including subsequent
changes and modifications.

“Program Performance Incentive” (“PPI”) means a payment to PEC for adopting and
implementing new EE or DSM measures based on the sharing of savings achieved by
those DSM and EE measures. PPI exclude Net Lost Revenues.

Total Resource Cost (“TRC”) test means a cost-effectiveness test that measures
the net costs of a DSM or EE program as a resource option based on the total costs of
the program, including both the participants' costs and the utility's costs (excluding
incentives paid by the utility to participants). The benefits for the TRC test are
avoided supply costs, i.e., the reduction in transmission, distribution, generation and
capacity costs valued at marginal cost for the periods when there is a load reduction.
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The avoided supply costs shall be calculated using net program savings, i.e., savings
net of changes in energy use that would have happened in the absence of the
program. The costs are the program costs paid by the utility and the participants, plus
the increased supply costs for any periods in which load is increased. All equipment
costs, installation, operation and maintenance, cost of removal (less salvage value)
and the administration costs, no matter who pays for them, are included in this test.
Any tax credits are considered a reduction to costs in this test.

Utility Cost Test (“UCT") means a cost-effectiveness test that measures the net costs of
a DSM or EE program as a resource option based on the costs incurred by the utility
(including incentive costs paid by the utility to or on behalf of participants) and
excluding any net costs incurred by the participant. The benefits for the UCT are the
avoided supply costs, i.e., the reduction in transmission, distribution, generation and
capacity costs valued at marginal cost for the periods when there is a load reduction.
The avoided supply costs shall be calculated using net program savings, i.e., savings
net of changes in energy use that would have happened in the absence of the
program. The costs for the UCT are the program costs incurred by the utility, the
incentives paid to or on behalf of participants, and the increased supply costs for any
periods in which load is increased. Utility costs include initial and annual costs, such
as the cost of utility equipment, operation and maintenance, installation, program
administration, and participant dropout and removal of equipment (less salvage
value).

Vintage year means an identified twelve-month period in which a specific DSM or
EE measure is installed for an individual participant or group of participants.

(b) Application for Approval of Programs.
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In evaluating potential DSM/EE measures and programs for selection and
implementation, PEC will first perform a qualitative measure screening to ensure
measures are:

a. Commercially available and sufficiently mature
b. Applicable to the PEC service area demographics and climate
c. Feasible for a utility DSM/EE program

PEC will then further screen EE and DSM measures for cost-effectiveness. With the
exception of measures included in a Low Income Program, an EE or DSM measure
with a TRC test result less than 1.0 will not be considered further, unless the
measure can be bundled into an EE or DSM Program to enhance the overall cost-
effectiveness of that program.

With the exception of Low Income Programs, all programs submitted for approval
will have a TRC and UCT test result greater than 1.05.
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If a program fails the economic screening in Paragraph (b)(3) above, PEC will
determine if certain measures can be removed from the program to satisfy the
criteria established in Paragraph 3.

PEC will contact each party to its most recent DSM/EE cost recovery proceeding by
March 1 of each year and provide them with a list and description of programs and
measures either currently being considered or planned for future consideration, and
seek suggestions for additional programs and measures for consideration.

PEC shall describe the industry-accepted methods to be used to measure, verify, and
validate the energy and peak demand savings estimated in its annual cost recovery
proceeding and shall provide a schedule for reporting the savings to the Commission.

(c) Recovery of Costs.
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Each year the Commission shall conduct a proceeding to establish an annual
DSM/EE rider for PEC. The DSM/EE rider shall consist of a reasonable and
appropriate estimate of the expenses and net lost revenues expected to be
incurred by PEC, during the rate period, for the purpose of adopting and
implementing new demand-side management and energy efficiency programs,
and the PPI. PEC shall be allowed to defer and amortize all DSM/EE costs over a
period of time not to exceed ten (10) years, unless the Commission determines
otherwise. PEC shall be allowed to earn a rate of return at the overall weighted
average net-of-tax rate of return approved in PEC's most recent general rate
case on the unamortized balance of such costs.

PEC shall also be allowed to defer and recover through the DSM/EE rider
the difference between the reasonable and prudent DSM/EE costs incurred during
the test period and the revenues actually realized during such test period under the
DSMJEE rider then in effect. The balance in the deferral account, net of deferred
income taxes, may accrue a return at the net-of-tax rate of return approved in PEC's
most recent general rate proceeding.

The DSM/EE rider will be trued up each year to reflect the difference between
the reasonable expenses prudently incurred by PEC, net lost revenues incurred
and PPI based on realized results during the test period and the revenues that
were actually realized during the test period under the DSM/EE rider then in
effect. Expenses, net lost revenues and the PPI shall be allocated between PEC’s
North and South Carolina retail jurisdictions consistent with the system benefits
provided by the new demand-side management and energy efficiency programs
and, within the South Carolina retail jurisdiction, shall be assigned to rate classes
on the following methodology. For both jurisdictional and rate class allocation,
DSM-related costs and incentives will be allocated based on one hour coincident
peak demand, and EE-related costs and incentives will be allocated based on
energy sales.



(4)  Any over- or under-collection of reasonable and prudently incurred costs shall
include an amount of interest, at such rate as the Commission determines to be
just and reasonable, not to exceed the maximum statutory rate.

(5)  The burden of proof as to whether the costs were reasonably and prudently
incurred shall be on PEC. \

(d)  Net Lost Revenues.

(1)  PEC shall be permitted to recover, through the DSM/EE rider, Net Lost
Revenues associated with the implementation of DSM and EE measurement
units, subject to the restrictions set out below.

(2)  Net Lost Revenues resulting from an approved measurement unit installed in
a given vintage year shall be recovered through the DSM/EE rider only for the
first 36 months after the installation of the measurement unit. Thereafter, recovery
of Net Lost Revenues shall end.

3) Programs or measures with the primary purpose of promoting general awareness and
education of EE and DSM activities, as well as research and development activities
are ineligible for the recovery of Net Lost Revenues. Pilot programs or measures are
also ineligible for the recovery of Net Lost Revenues, unless the Commission
approves PEC's specific request that a pilot program or measure be eligible for the
recovery of Net Lost Revenues.

4) Recovery of Net Lost Revenues for measurement units installed in a prior vintage
year shall cease upon the implementation of new rates approved by the Commission
in a general rate case or comparable proceeding to the extent the rates set in the
general rate case or comparable proceeding are set to explicitly or implicitly recover
those Net Lost Revenues.

5) Overall Net Lost Revenues as measured by any vintage year or the two succeeding
vintage years shall be reduced by any increases in revenues during the same periods
resulting from any activity by PEC's public utility operations that cause a customer
to increase demand or energy consumption.

(6)  Net Lost Revenues shall be trued-up as follows:

a. Net Lost Revenues shall be trued-up in the first DSM/EE cost recovery
proceeding following the completion and review of a program's or measure's
impact evaluation. The true-up shall be based on approved measurement
units and shall cover all vintage years, as provided in Paragraphs (d)(2) and
(d)(4) above, from the previous measurement unit's impact evaluation or
program or measure approval, whichever is more recent.

b. The true-up factor shall be calculated based on the difference between
projected and actual Net Lost Revenues for each measurement unit and
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vintage years under consideration, accounting for any differences derived
from the completed and reviewed measurement unit evaluation including:
(1) the projected and actual number of installations per measurement unit, (2)
the projected and actual net kilowatt-hour (“kWh™) and kilowatt (“kW”)
savings per installation, (3) the projected and actual gross lost revenues per
kWh and kW saved, and (4) the projected and actual deductions from gross
lost revenues per kWh and kW saved.

c. The combined total of all true-up factors calculated in a given year's cost
recovery proceeding shall be incorporated into the DSM/EE rider.

(e) Program Performance Incentive (“PPI”).
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PEC shall be allowed to collect a PPI for each DSM or EE program
approved and in effect during a given rate period, subject to the restrictions
set out below

Programs or measures with the primary purpose of promoting general
awareness of and education about EE and DSM activities, as well as
research and development activities, are ineligible for PPI. Pilot programs or
measures are also ineligible for PPI, unless the Commission approves PEC's
specific request that a pilot program or measure be eligible for PPI when
PEC seeks approval of that program or measure.

With the exception of Low Income Programs or Low Income Measures, for
any vintage year in which a program's or measure's TRC test result is less
than 1.00 at the time of the cost recovery proceeding, there shall be a
rebuttable presumption that the PPI for that program or measure for the
applicable vintage year is zero. PEC shall be allowed an opportunity to rebut
the presumption that PPI should be zero, by showing the impact of weather,
decline in avoided costs, uncontrolled market forces, etc.

The PPI shall be based on the net savings of each program or measure as
calculated using the UCT. The total of the PPIs for all programs or

measures shall be added to PEC's DSM/EE or DSM/EE EMF cost recovery
riders, as appropriate.

In its annual cost recovery filing, PEC shall indicate, for each program or
measure for which it desires a PPI, the annual projected and actual utility
costs, participant costs, number of measurement units installed, per kW and
kWh impacts for each measurement unit, and per kW and kWh avoided costs
for each measurement unit, related to the applicable vintage year installations
that it requests the Commission to approve. Upon its review, the
Commission shall make findings based on PEC's annual filing for each
program or measure for which an estimated or trued-up PPI is approved.

The amount of the PPI initially to be recovered for a given measurement unit
and vintage year shall be equal to 8% for DSM programs and measures and
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13% for EE programs and measures, multiplied by the estimated net savings.
Estimated net savings shall be calculated by multiplying the number of
measurement units projected to be installed specific to a program or measure
in a vintage year by the most current estimates of the annual per installation
kW and kWh savings over the measurement unit's life and by the most
current estimates of the annual kW and kWh avoided costs, subtracting the
estimated utility costs over the measurement unit's life related to the
projected installations in that vintage year, and discounting the result to,
determine a net present value. In approving the initial PPI, the Commission
shall assume that projections will be achieved.

The initial PPI shall be converted into a stream of ten (10) levelized annual
payments, accounting for and incorporating PEC's overall weighted average net-of-

' tax rate of return approved in PEC's most recent general rate case as the appropriate

discount rate.

The per kW avoided capacity costs and the per kWh avoided energy costs used to
calculate net savings for a vintage year shall be determined annually by PEC using
comparable methodologies to those in the most recently approved biennial avoided
cost proceeding. PEC's assumptions used in these methodologies, as well as the
methodologies, are subject to the Office of Regulatory Staff’s review and acceptance
at the time PEC files its petition for annual cost recovery pursuant to this
Mechanism. Unless PEC and the Office of Regulatory Staff agree otherwise, PEC
shall not be allowed to update its avoided capacity costs and avoided energy costs
after filing its petition for its annual cost recovery proceeding pursuant to this
Mechanism and prior to the Commission's order establishing the rider for that rate
period for purposes of calculating the PPL

When PEC files for its annual DSM/EE cost recovery, it shall report all interim
measurement and verification data, even if that data is not final, to assist the
Commission and the Office of Regulatory Staff in their review and monitoring of the
impacts of the DSM and EE measures.

PEC bears the burden of proving all savings and costs included in calculating the
PPI. PEC shall be responsible for the measurement and verification of energy and
peak demand savings consistently with its measurement and verification plan
described in Paragraph (b)(6).

The PPI shall be trued-up as follows:

a. The PP1 shall be trued-up in the first cost recovery proceeding following the
completion and review of a program's or measure's impact evaluation. The
true-up shall include all measurement units specific to the program or
measure and shall cover all vintage years since the previous measurement
unit's impact evaluation or program or measure approval, whichever is more
recent.



12.

b. The amount of the PPI ultimately to be recovered for a given program or
measure and vintage year shall be based on the actual net savings derived
from all measurement units specific to the program or measure. Actual net
savings shall be calculated by multiplying the number of actual installed
measurement units in a vintage year by the verified annual per installation
kW and kWh savings over the measurement unit's life and by the annual per
kW and kWh avoided costs used in calculating the initial PPI, subtracting the
actual vintage year measurement unit costs over the measurement unit's life
related to installations in that vintage year and discounting the result to
present value.

The combined total of all components of the estimated and trued up performance
incentive shall be incorporated into the DSM/EE rider and the DSM/EE EMF rider,
as appropriate.

()  Special Provisions for Industrial or Large Commercial Customers.
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Any industrial customer or large commercial customer that notifies PEC that it
has implemented or, in accordance with stated, quantifiable goals, will implement
alternative demand-side management or energy efficiency programs may elect not
to participate in PEC’s demand-side management and energy efficiency programs.
Any customer that elects this option will be exempt from the annual rider.

For commercial accounts, once one account meets the opt-out eligibility
requirement, all other accounts billed to the same entity with lesser annual usage
located on the same or contiguous properties are also eligible to opt-out if the
DSM/EE rider.

At the time PEC files its application for the annual rider, it shall provide the
Commission with a list of those industrial or large commercial customers that
have opted out of participation in PEC’s new demand-side management or energy
efficiency program.

Any customer that opts out but subsequently elects to participate in a demand-side
management or energy efficiency program loses the right to be exempt from
payment of the rider for five years or the life of the program, whichever is longer.
For the purposes of this subsection, “life of the program” means either the
capitalization period over which PEC will amortize or depreciate the costs
associated with the program or the anticipated period for the program to reach
maximum penetration. Within 30 days of the customer’s election, PEC shall
notify the Commission of an industrial or large commercial customer that elects to
participate in a DSM/EE program after having initially notified PEC that it
declined to participate.



(2) Annual Proceeding.
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The Commission shall schedule an annual rider hearing to review the costs and
net lost revenues incurred by PEC, and PPI earned in the adoption and
implementation of demand-side management and energy efficiency programs
during the test period, the revenues realized during the test period through the
operation of the annual rider, and the costs, net lost revenues expected to be
incurred, and PPI expected to be earned, during the rate period and shall establish
a DSMV/EE rider designed to recover during the succeeding twelve months the
DSM/EE costs determined by the Commission to be appropriate for that period,
adjusted for the over-recovery or under-recovery incurred during the test period.

PEC shall file its application for recovery of costs and incentives on or before
June 1 of each year.

The DSM/EE rider will remain in effect for a fixed 12-month period following
establishment and will continue as a rider to rates established in any intervening
general rate case proceeding.

(h) Filing Requirements and Procedure.

(M
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PEC shall submit to the Commission all of the following information and data in
its application:

@) Projected South Carolina retail monthly kWh sales for the rate period.
(i)  For each DSM/EE program for which cost recovery is requested:

a. total expenses expected to be incurred during the rate period in the
aggregate and broken down by type of expenditure, per appropriate
capacity, energy and program unit metric and the proposed
jurisdictional allocation factors;

b. total costs that PEC expects to incur during the rate period as a
direct result of the program in the aggregate and broken down by
type of cost, per appropriate capacity, energy and program unit
metric, and the proposed jurisdictional allocation factors, as well as
any changes in the estimated future amounts since last filed with
the Commission;

& a description of the measurement and verification activities to be
conducted during the rate period, including their estimated costs;

d. total expected summer and winter peak demand reduction per
appropriate capacity, energy, and program unit metric and in the
aggregate;
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total expected energy reduction in the aggregate and per
appropriate capacity, energy and program unit metric;

total expenses for the test period in the aggregate and broken down
by type of expenditure, per appropriate capacity, energy and
program unit metric and the proposed jurisdictional allocation
factors;

total costs that PEC incurred for the test period as a direct result of
the program in the aggregate and broken down by type of cost, per
appropriate capacity, energy and program unit metric, and the
proposed jurisdictional allocation factors, as well as any changes in
the estimated future amounts since last filed with the Commission;

a description of, the results of, and the costs of all measurement
and verification activities conducted in the test period;

total summer and winter peak demand reduction per appropriate
capacity, energy, and program unit metric and in the aggregate, as
well as any changes in estimated future amounts;

total energy reduction in the aggregate and per appropriate
capacity, energy and program unit metric, as well as any changes
in the estimated future amounts since last filed with the
Commission;

a discussion of the findings and the results of the program or
programs;

evaluations of event-based programs including the date, weather
conditions, event trigger, number of customers notified and
number of customers enrolled;

a comparison of impact estimates presented in the program
application from the previous year, those used in reporting for
previous program years, and an explanation of significant
differences in the impacts reported and those previously found or
used;

a detailed explanation of the calculation of the PPI, the actual
calculation of the proposed PPI, and the proposed method of
providing for their recovery and true-up through the annual rider;

actual revenues produced by the DSM/EE rider during the test
period and for all available months immediately preceding the rate
period;

the requested DSM/EE rider and the basis for the rider; and
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q. projected South Carolina retail monthly kWh sales for the rate
period for all industrial and large commercial accounts, in the
aggregate, that are not assessed the rider charges as provided in
this rule.

PEC will file the information described in this procedure, accompanied by
workpapers and direct testimony and exhibits of expert witnesses supporting the
information filed in this proceeding, and the rider proposed by PEC.

Interested persons must file a petition to intervene at least 15 days prior to the
date of the hearing. Petitions to intervene filed less than 15 days prior to the date
of the hearing may be allowed in the discretion of the Commission for good cause
shown.

The Office of Regulatory Staff and other intervenors must file direct testimony
and exhibits of expert witnesses at least 15 days prior to the hearing date. If a
petition to intervene is filed less than 15 days prior to the hearing date, it shall be
accompanied by any direct testimony and exhibits of expert witnesses that the
intervenor intends to offer at the hearing.

PEC may file rebuttal testimony and exhibits of expert witnesses no later than 5
days prior to the hearing date.

11



